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Abstract 
The article presents the elaboration method of financial analysis for an investment project financed through irredeemable public 
funds. Taking into account the economic and financial context of the company and before the analysis of risk related to the 
implementation of the project, the financial analysis aims at offering evaluators the necessary information for deciding upon the 
opportunities for funding the investment, according to the principles and rules from the solicitor’s guide. The data are presented 
starting from the synthesis of the economic and financial situation evolution of the company and of its performance indicators for 
the most recent three years. The cash flows that determine the net discounted value and the internal profitability rate, important 
indicators in the evaluation process, were established based on the forecasts obtained. Also, the risks, determined with the help of 
statistical methods, were identified in the sensitivity analysis by defining the critical variables that might influence these 
indicators. 
© 2014 The Authors. Published by Elsevier B.V. 
Selection and peer-review under responsibility of the Department of Statistics and Econometrics, Bucharest University of 
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1. Introduction 
With the aim to develop the socio-economic and business environment, the national and European authorities 
offer investors irredeemable public funds for implementing investment projects in various major domains of activity. 
The investment decisions constitute the basis of any development strategy. Economic growth and welfare depend 
on productive capital, infrastructure, human capital, know-how, total productivity factor and institution quality. All 
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these development elements imply – to a certain degree – difficult decision making related to spending economic 
resources in the present with the hope of future benefits in a distant and uncertain future (European Commission, 
2008). 
To this purpose, a financial analysis chapter is required in order to show if the investment proposed by the 
funding beneficiary is justified from the point of view of the project’s results, as well as if its development, 
implementation and operation are done in accordance with the primary objective of the Cohesion Policy regarding 
sustainable development, which includes, among other requirements, competitiveness. 
Within this analysis: 
 Al information will be correlated; 
 Each income and expense category will be detailed and explained; 
 The net discounted cash-flow method will be used for elaborating the financial forecast; 
 The analysis of the financial sustainability of the investment will comprise (Solicitor’s guide):  The financial profitability of the investment, determined using the Net Discounted Value (VAN) and the 
Internal Financial Profitability Rate (RIRF), computed based on the total value of the investment (Solicitor’s 
guide). The total value of the investment includes the total eligible and ineligible costs (VAT as well) for the 
forecasted scenario of the project’s incrementing variant. The financial expenses, taxes and levies, credit 
instalments are not included here.  The financial feasibility/durability of the project, by verifying the net cumulated (not discounted) cash-flow 
(Solicitor’s guide) taken into account for the forecasted variant of the project: “Company with project financed 
through irredeemable public funding”.  The profitability of the investment based on profitability rates (Solicitor’s guide). 
The discount rate used for the discounting of the net cash flow in computing the net discounted value is 7%. 
2. Hypotheses 
Company Alfa, whose project is proposed for financing, has an entirely private social capital of 5,000,000 lei. 
Having an experience of 20 years, Company Alfa’s main domain of activity is reconditioning and maintenance of 
roads and airports. Also, the company does civil and industrial constructions, iron and steel repairs and offers 
transportation services. The entire activity of the company is based on highlighting the importance of the client in 
business, which implies that the policy and the actions of the business must be targeted towards satisfying the 
requests and wishes of the client. The company’s management adopted the system of management through 
rigorously established organisational and individual objectives: quality of work, timely execution of tasks, cost 
efficiency. 
The development programme of Company Alfa regarding rehabilitation of roads aims at assimilation of new 
technology and equipments for carrying the repairmen tasks and interventions on the roadway, in places with easy or 
difficult access, in working conditions that are compatible with the ones existing in the European Union. Increasing 
competitiveness of the tasks performed at the technological and professional standards of the European community 
and improving work productivity are permanently in the attention of the company. 
The project “Research, Development and Innovation Centre for increasing performance” proposed for funding by 
Company Alfa aims at creating a regional centre for development of innovative technology and materials in the 
construction domain, which will be endowed with performant equipment, but also valorisation of the technical-
scientific potential and of the material base the company already has.  
3. Data and methodology 
With the view to carrying out the financial analysis of Company Alfa, I have gathered the following documents: 
the financial reports of the most recent three years and their respective balance, the balance of assets for the last 
completed financial year, the situation of credits at 3st of December and to date. 
The data acquired for elaborating the project proposal refer both to the forecasting process of budgets and cash-
flows and at incremental information related to the investment. 
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The cash-flow comprises undiscounted values related to the exploitation activity, to the investment and to the 
financial activity, including payments for taxes and levies. 
The profitability analysis was based on financial indicators both in the Company without project variant and in 
the variant Company with funded project. 
Concerning the information regarding the project, the incremental amounts, I have collected data about financial 
details requested in the Guide of the funding beneficiary, namely duration of the implementation, activity calendar, 
Gantt diagram and the allocation for financial resources by activities and sub-activities of the project for the 
implementation period, eligible and ineligible costs incurred during the implementation period, human resources 
planning – newly created jobs, correlated with personnel expenses, identification of needed personnel, sources for 
funding the investment (own sources, borrowed, irredeemable funding, requested prefunding), incomes and expenses 
related to the operation period of the project, and forecasts for investment recuperation, respectively. 
4. Empirical results 
Forecasting the incremental expenses for the implementation period of the project, first and second years of 
analysis, is established in accordance with the activity plan and taking into account the distribution of all resource 
categories necessary for its efficient and effective fulfilment. In the first and second years of analysis there are no 
other incomes than the ones from the irredeemable funding. They do not have effects on the results in the profit and 
loss account. 
The entire value of the investment is considered, from the accounting point of view, an ongoing investment, so 
that it does not influence the economic and financial results of the company during the implementation period. 
Forecasting the incremental expenses for the post-investment period, during the third and the ninth year of the 
analysis, was made for each category of product sold and for each type of expense. 
The expenses associated with the exploitation activity are presented below as an example: payments for raw 
materials, utility expenses (electricity, water etc.), payments for the employed personnel and the associated social 
contributions, other exploitation payments (services, transportation etc.). 
The forecasted situation of incomes, costs and benefits for the Company with funded project Variant was made 
based on the data collected from Company Alfa. 
The income is presented in Table 1 below: 
Table 1. Income forecast – Company with funded project 
Type of income year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9 
Exploitation 
incomes 
314,866,371 372,978,424 426,554,712 468,308,761 514,435,558 564,373,186 618,980,957 679,049,505 745,124,908 
Financial activity 
incomes 
2,783,873 3,062,261 3,368,487 3,705,335 4,075,869 4,483,456 4,931,802 5,424,982 5,967,480 
TOTAL 
INCOMES 
317,650,244 376,040,684 429,923,199 472,014,096 518,511,427 568,856,642 623,912,759 684,474,487 751,092,388 
The expenses associated with the Company with project financed through irredeemable funding Scenario are 
presented synthetically in Table 2 below: 
Table 2. Costs estimation – Company with funded project 
Type of costs year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9 
Exploitation 
expenses 
243,117,623 273,156,303 318,630,569 354,906,316 386,962,470 421,616,198 459,879,864 499,358,644 545,831,929
Financial activity 
expenses 
3,827,434 3,730,051 3,368,623 3,331,474 3,617,112 3,978,717 4,376,589 4,814,248 5,295,672
TOTAL 
EXPENSES 
246,945,057 276,886,354 321,999,192 358,237,790 390,579,582 425,594,915 464,256,453 504,172,892 551,127,601
The net cash-flow associated with the Company with funded project is detailed in Table 3: 
Table 3. Net cash flow – Company with funded project 
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Type of costs year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9 
Initial cash-flow 
balance 
23,067,708  
TOTATL 
RECEIPT 
353,696,377 407,713,831 457,603,601 506,876,084 557,688,139 605,462,683 676,411,188 742,846,668 814,601,561
TOTAL 
PAYMENTS 
372,213,882 407,970,534 437,162,396 467,610,630 513,339,913 634,159,675 696,900,863 747,408,576 815,890,770
Net cash flow 
(+/-) 
-18,517,506 -256,703 20,441,205 39,265,455 44,348,225 -28,696,992 -20,489,675 -4,561,908 -1,289,209
Final cash-flow 
balance 
4,550,202 4,293,499 24,734,704 64,000,159 108,348,384 79,651,392 59,161,717 54,599,809 53,310,600
 
Figure 1 below, representing the net cash-flow for the Company with funded project Variant, shows that, 
although there are some annual negative flows, the cumulated cash-flows are positive for the entire period of 
analysis (also due to the financial irredeemable assistance in the first two years of implementation, which makes the 
project be considered sustainable, this being one of the main conditions for approving the project funding from 
irredeemable public funds. 
 
Fig. 1.Net cash-flow – Company with funded project. 
The evolution of the financial indicators for the Company with project financed through irredeemable funds 
provides valuable information for appreciating the project performance. The rates method gives the possibility to 
obtain comparative information for the two scenarios in a simple and efficient manner. 
The commercial rate of the company reflects the weight of the gross profit from activity in the total turnover. The 
order in which the factors influence the commercial rate is: the structure of the turnover, the selling price and the unit 
cost. 
It is recommendable that this indicator has an increasing trend, condition fulfilled according to the forecasted 
balance sheet. A decrease of the weight would mean that the entity is unable to control its production costs or to 
obtain an optimal selling price. During the implementation years this rate does not register changes resulted from the 
investment. The lowest level is registered during the first years of activity, due to the effect of the investment 
amortisation, but it increases in the following period (Fig. 2). 
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Fig. 2. Commercial rate - comparison. 
Return on equity allows assessing the effectiveness of capital investments of shareholders and their continued 
appropriateness, being computed as a ratio between the net result of the financial year and equity. This indicator is 
relevant for assessing the confidence level of the available resource owners. The ascendant evolution of this 
indicator is ensured by increasing the net profit faster than equity. The values resulted are above the level of the 
interest rate (Fig. 3). 
 
Fig. 3. Return on equity - comparison. 
Economic rate of return reflects the ratio between economic outcome and economic means used for obtaining it. 
The advantages of the economic rate of return for the analysis are mainly due to its independence from the financial 
structure, state fiscal policy for profit levies, as well as from exceptional elements. In the international theory and 
practice, the indicator is known as Return on Assets (ROA). Its values should be as high as possible. For the analysis 
period of the Company with funded project Scenario, this rate increases constantly (Fig. 4). 
 
Fig. 4. Economic rate of return - comparison. 
Return on sales reflects net profit share in turnover. The accepted value is above the 10% threshold. The values 
forecasted by the company in the Company with funded project Variant are above the minimum level admitted for 
the entire analysis period, namely between 22% and 26%, due to the faster increase of the net profit weight in 
comparison with the turnover (Fig. 5). 
year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
27%
31% 30% 28% 29% 30% 30% 31% 31%
27%
31% 29% 28% 29% 29% 30% 31% 31%
No project Scenario Funded Project Scenario
year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
66% 65% 54% 45% 42% 56% 70%
88% 91%66% 65% 55% 46% 41% 50% 64%
79% 90%
No project Scenario Funded Project Scenario
year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
43% 51% 45% 40% 39% 49%
61% 71% 74%
38% 45% 43% 39% 37% 45% 56%
65% 73%
No project Scenario Funded Project Scenario
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Fig. 5. Return on sales - comparison. 
Overall return is calculated as the ratio between net profit and total expenses and highlights total resource 
efficiency by dividing the net result to the total expenditure of the company. Its value should be above the 9% 
threshold. Measurements for overall profitability for both scenarios, are higher than the minimum acceptable value, 
due to growth in net profit of the company since the first year  of the analysis and will maintain levels superiors to 
the threshold of 9% for the entire period, year 1-9 of analysis (Fig. 6). 
 
Fig. 6. Overall return - comparison. 
The solvency ratio reflects the share of total assets in total debts. A ratio higher than 1.5 indicates that the 
company is able to honour its debts to certain third parties, while a value less than 1.5 indicates there is a risk of 
insolvency of the enterprise. The indicator is above the critical level for the entire period of analysis (Fig. 7). 
 
Fig. 7. Solvency ratio - comparison. 
Current liquidity indicator shows the amount by which current assets exceed short-term debts and provide a 
guarantee for covering current liabilities from current assets. The recommended and acceptable value is above 1.8. 
So, the higher the value, the better the situation of the entity (Fig. 8). 
year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
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26% 25% 24% 25% 25% 25% 26% 26%
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year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
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year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
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Fig. 8. Current liquidity - comparison. 
The indebtedness level is the ratio of total liabilities and equity. The indicator shows the percentage of debt in 
equity and the possibility to cover the former from reserves and capital. 
If the indebtedness level is high, this could signal that the entity has exhausted its entire indebtedness capacity 
and has no room for manoeuvre in the event of future unfavourable events. 
 
Fig. 9. Indebtedness level - comparison. 
4.1. The sensitivity analysis 
The following determinants were considered in order to determine the sensitivity of profitability and risk for the 
project: 1. Investment level; 2. Annual operating costs; 3. Project incomes; 4. Residual value; 5. Discount factor. 
The sensitivity analysis of the proposed project was this was done through spreadsheets for each scenario for the 
evolution of key parameters, including cumulative variance of all factors examined. 
A margin of between -10% and 10% was set for the following variables: discount rate, operational receipts, 
operational payments and the following were computed: the net discounted value (VAN), internal profitability rate 
(RIR), profitability index, updated report of receipt and payments, investment recuperation period from net average 
operation cash flow (FNONM). 
Variation of discounted rate: for a variation of the discount factor between -10% and +10% the net discounted 
value fluctuates between 6.40% and 6.04%, ensuring a profitability index with a variation between 3.83% and -
3.65%. 
 
 
 
 
 
year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
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4.51
3.38 2.95 2.39 2.38 
1.67 2.17 2.87 
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No project Scenario Funded Project Scenario
year 1 year 2 year 3 year 4 year 5 year 6 year 7 year 8 year 9
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42% 34% 28% 35% 37%
46% 45%
93%
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In Fig. 10 below is shown the VAN sensitivity to changes in the discount coefficient. 
 
 
Fig. 10. VAN sensitivity to changes in the discount rate. 
For a change in the discount rate between -1% and +1%, the VAN changes with less than 5% (±0.62%), 
therefore, it is not considered a critical variable. The variation of receipts within the ±10% interval causes the VAN 
to change with ±12.92%, the internal profitability rate varies between -9.62% and 9.41% taking into account the 
adjustment of the net operational cash flow by a constant residual value. The investment recovery period remains in 
a variation margin of 2.14 years (for the optimist variant of a 10% increase in sales) and 2.83 years (for a 10% 
decrease in receipts). 
In figure below is shown the VAN sensitivity to changes in the operational receipt volume. 
 
Fig. 11. VAN sensitivity to changes in the operational receipt volume. 
For a change in the operation receipts between -1% and +1%, the VAN changes with less than 5% (±1.29%), 
therefore, it is not considered a critical variable. 
4.2. The variation of operational payment (without changes in the residual value) 
The change in the operational payment with values between -10% and +10% leads to a change of the net 
discounted value that varies between -3.75% and 3.75%, the profitability index fluctuating between -2.47% and 
2.47%. The investment recovery period lies within the interval of 2.35 years and 2.53 years. In figure below is 
shown the VAN sensitivity to changes in the operational payments (Fig. 12). 
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Fig. 12. VAN sensitivity to changes in the operational payments. 
For a change in the operation payments between -1% and +1%, the VAN changes with less than 5% (±0.36%), 
therefore, it is not considered a critical variable. 
The analysis of the discounted financial indicators presented suggests good project stability. As a consequence of 
the result obtained, the project is considered suitable for irredeemable funding. 
5. Conclusions 
From the situations presented it follows that the obtained results indicate a project that does not generate 
overinvestment, its profitability indicators being higher than the imposed threshold, but close to the Company with 
not funded project. 
The net discounted value (VANF/C) and the Internal financial rate of return (RIRF/C) computed for the total 
investment value led to the following results (for a discount rate of 7%): VAN = 8,643,766 lei, RIR = 12.53%. 
The cost-benefits ratio, computed for discounted amounts is of 1.2. 
The investment recovery period is determined by starting from the hypothesis that the invested capital will be 
recovered from the gross profit from operations. The period is represented in Fig. 13. 
 
Fig.13. Investment recovery period. 
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The investment is recovered in 4.71 years from net current benefits and in 6.2 year from net discounted 
operational benefits. 
The financial feasibility/durability, by checking the net cumulated cash-flow (not discounted): in determining the 
net cumulated cash-flow were considered all the costs (eligible and ineligible, including taxes and levies), sources of 
funding for making the investment, as well as forecasted incomes for its operation and functioning. From this 
synthesis it results that the eligibility condition regarding the positive value of the net not discounted cumulated 
cash-flow is met. Therefore, the company is able to support the project through own funding and through public 
irredeemable assistance. 
The success of the project is conditioned by compliance with the imposed conditions during the implementation 
period, as well as by the results of the post-implementation period, the risk management being an element taken into 
account the procedure for investment recovery and support. 
A number of factors might change during the project, so it is necessary to test hoe sensitive the efficiency values 
of the project are (VAN, RIR) to changes in the values of these factors. Generally, if the critical variables tend to 
have unfavourable fluctuations within the ±10% margin, they have negative effects on the efficiency indicators of 
the project. In this case, it is desirable that the company management identifies the actions that would prevent or 
limit such situations. 
References 
General Direction for Regional Policy. (2006). Documentul de lucru nr 4 - Noua programare 2007 – 2013 Orientări privind metodologia de 
realizare a analizei costuri beneficii 08/2006 (Working document no. 4 – The new programming 2007-2013 Guidelines regarding the 
methodology for the cost-benefits methodology 08/2006), 
https://www.google.ro/search?site=&source=hp&q=Working+document+no.+4+%E2%80%93+The+new+programming+2007-
2013+Guidelines+regarding+the+methodology+for+the+cost-
benefits+methodology+08%2F2006&btnK=C%C4%83utare+Google&oq=Working+document+no.+4+%E2%80%93+The+new+programm
ing+2007-2013+Guidelines+regarding+the+methodology+for+the+cost-
benefits+methodology+08%2F2006&gs_l=hp.12...27404.27404.0.28784.1.1.0.0.0.0.0.0..0.0....0...1c.1.32.hp..1.0.0.tquFAKyUZKo 
GHIDUL SOLICITANTULUI PENTRU OPERAŢIUNEA 2.3.3 - PROMOVAREA INOVĂRII ÎN CADRUL ÎNTREPRINDERILOR - 
FINANŢARE: PROGRAMUL OPERAŢIONAL SECTORIAL „CREŞTEREA  COMPETITIVITĂŢII ECONOMICE”, Axa prioritară 2 – 
Competitivitate prin cercetare, dezvoltare tehnologică şi  inovare, Domeniul major de intervenţie 2.3 –  Accesul întreprinderilor la activităţi 
de cercetare-dezvoltare şi inovare, Operaţiunea 2.3.3  – Promovarea inovării în cadrul întreprinderilor (Solicitor’s Guide for Operation 2.3.3. 
– Promoting innovation within companies – Funding: Sectoral Operational Programme “Increase of  Economic Competitiveness”, Priority 
Axis 2: Research, Technological Development And Innovation For Competitiveness, Main intervention domain 2.3. – Enterprises access to 
research –development and innovation activities, Operation 2.3.3. – Promoting innovation within companies), 
http://www.poscce.edu.ro/ro/node/node/nid/2393 
Lucrare clarificatoare nr. 3 VALOAREA REZIDUALĂ: DEFINIŢIE ŞI MOD DE CALCULARE ÎN CADRUL ANALIZEI COST-BENEFICIU 
A PROIECTELOR DE INVESTIŢII FINANŢATE DIN FEDR ŞI FC (Clarifying paper no. 3 Residual value: definition and computation 
method in the cost-benefit analysis of investment projects funded through European Regional Development Fund and Cohesion Fund), 
https://www.google.ro/?gws_rd=cr&ei=nHWXUvKuIYPYtQaYxIDQCQ#q=Lucrare+clarificatoare+nr.+3+VALOAREA+REZIDUAL%C4
%82:+DEFINI%C5%A2IE+%C5%9EI+MOD+DE+CALCULARE+%C3%8EN+CADRUL+ANALIZEI+COST-
BENEFICIU+A+PROIECTELOR+DE+INVESTI%C5%A2II+FINAN%C5%A2ATE+DIN+FEDR+%C5%9EI+FC 
Lucrare clarificatoare nr. 4 COSTURI UTILIZATE ÎN ANALIZA COST-BENEFICIU A PROIECTELOR FINANŢATE DIN FEDR ŞI FC 
(Clarifying paper no. 4 Costs used in the cost-benefit analysis of investment projects funded through European Regional Development Fund 
and Cohesion Fund), 
https://www.google.ro/?gws_rd=cr&ei=nHWXUvKuIYPYtQaYxIDQCQ#q=Lucrare+clarificatoare+nr.+4+COSTURI+UTILIZATE+%C3
%8EN+ANALIZA+COST-BENEFICIU+A+PROIECTELOR+FINAN%C5%A2ATE+DIN+FEDR+%C5%9EI+FC+ 
Lucrare clarificatoare nr. 9 ELABORAREA ANALIZEI DE SENZITIVITATE ÎN CADRUL ANALIZEI COST-BENEFICIU A 
PROIECTELOR FINANŢATE DIN FEDR ŞI FC (Clarifying paper no. 9 Drafting the sensitivity analysis in the cost-benefit analysis of 
investment projects funded through European Regional Development Fund and Cohesion Fund), http://www.fonduri-
ue.ro/res/filepicker_users/cd25a597fd62/Documente_Suport/Studii/0_Studii_Instrumente_Structurale/Pag.3_ACB/16_Analiza_Senzitivitate
_ACB.pdf 
Ministry of Economics and Finance. (2008). Ghid Național pentru analiza cost – beneficiu a proiectelor finanțate din instrumente structurale 
(proiect) (National guide for the cost-benefit analysis of projects funded trough structural instruments (draft)). 5th edition. Autoritatea pentru 
Coordonarea Instrumentelor Structurale, http://ec.europa.eu/regional_policy/sources/docgener/guides/cost/guide2008_en.pdf 
